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GENERAL COMMENTS

In general, the proposed consolidated return regulations,

which were published in the Federal Register of April 17,
clarifying in nature.

1968, are

However, the proposed regulations should be

altered in at least three Important respects in order to provide a

greater degree of equity to both the Government and taxpayers:
1 - Treatment of Instalment sales

2 - Exceptions to limitations on built-in deductions

3 - Basis adjustment on disposition of stock
The proposed regulations, which deal with these topics, are

discussed below in detail:
SPECIFIC COMMENTS
Section
1.1502- 13(e)(2)

-1Provision should be made for the situation in

which the purchasing member-vendor would wish to
report on the instalment method but cannot be

cause it sells at a loss, even though to the group
there would be a net gain because of the deferred

gain to the selling member.

It would be equitable

to permit the instalment method here because the
objective of Section 453 is, in fact, met since

there is a net economic gain on the transaction.
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SPECIFIC COMMENTS

-2-

Section
1.1502-15(a)(3)

Clarifying examples should be provided, but see
also comments relating to Section 1.1502-15 (a)

(4) below.
-3-

1.1502-15(a)(4)

Clarification should be provided of the require

ment that the assets which produced the built-in
deductions must have been acquired more than ten

years prior to the taxable year in which disposi
tion takes place.

Built-in deduction rules

should not apply, for example, with respect to an

asset held for less than ten years if at the time

of its acquisition it reflected no element of a
built-in deduction.

Whether or not such an

asset was acquired in a separate return limitation

year should be of no consequence in applying the
rules relating to built-in deductions because the

consolidated group standing as a unit should be
allowed the tax benefit

stemming from an econom

ic loss which it in fact sustained.

Clarifying

examples along the lines suggested here should be

provided.

Failing in this, the present regula

tion which relates to a ten-year period of stock
ownership should be permitted to stand unchanged.
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SPECIFIC COMMENTS

-4-

Section
1.1502-32(g)

Basis for stock of a subsidiary should not be lost
simply because there is a disposition of part of

such stock.

In the example contained in the pro

posed regulations, P's basis for its remaining

stock in S should be $300 and not $250.

Taxpayers

should not be forced to rely on stripping

sub

sidiary of its accumulated earnings and profits

prior to a sale of stock in order to arrive at
the same economic result.

The act of stripping

will cause the price at which the stock may be sold
to be less than it would have been if the subsidiary
had not been stripped of its accumulated earnings

and profits.

Presumably, the seller will,

in ef

fect, receive the same amount of money for his re
maining stock either in the form of dividends

prior to sale plus sales proceeds or in sales pro
ceeds alone.

However, in the "no stripping"

situation the proposed rule would have the ef

fect of generating a capital gain on which the
seller would be taxed.

In the "no stripping" case an adjustment to basis
of stock, if it is to be made at all, may take
place if and when the former subsidiary pays out

its earnings and profits accumulated during a

-4-

consolidated return year prior to the sale of such

stock.

Assume that in the example

contained in

.the proposed regulations S pays a dividend of $25
to P after P made the initial sale of S stock tut

before it sells its remaining block of S stock.
Further assume that the $25 so paid represents

earnings and profits accumulated in a ccnsolidated
return year.

The receipt of the $25 by P would be

treated as a nontaxable reduction in the basis of
S stock held by P.

Obviously,

this procedure

poses difficult procedural and administrative
problems.

In view of these problems and the eco

nomic realities of such situations, which indicate
that there is only a limited, if any, chance of
tax avoidance, the tax basis of stock remaining

after a sale of part of such stock should not be
adjusted as contemplated in the proposed regula

tions .

